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Was the FHA Rate 
Cut a Mistake? 


This Author Says Yes and Declares had come and there was a very definite 
. stiffening in their attitude toward in 


That Any Further Interest Reduction terest rates. An analysis of the situa 


° — ’ tion and the events that have occurred 
Will Seriously Retard Money Supply since September first I believe proves 
that their conclusions were not cor- 
I also believe that, barring the 


JT ITHOUT a plentiful supply of 
, peer money available for in 
vestment at fair rates of interest, 
builders of this country would find their 
field of activity reduced to a very small 
volume. Only those few people with 
cash of their own would be able to 
build. 

For a number of years an abundance 
of money at fair rates of interest has 
been available for mortgage invest- 
ments. Until war broke out in Europe 
there was every indication that this con 
dition would continue. What effect is 
the war in Europe going to have on the 
supply of mortgage money? 

First, consider the source of funds 
for mortgage investments. In the past 
mortgage money has come normally 
from four different types of investors: 


Savings and Loan Associations 
Life Insurance Companies 

. Savings Banks 

4. Individuals 


Since the advent of FHA, a fifth and 
very important addition has been made 
to this list of investors. In addition 
now there are national and state banks 
The addition of these banks to the nor- 
mal list of mortgage investors has had 
a material effect on the mortgage mar 


ket. 


By W. A. CLARKE rect. 


Many investors in mortgage loans 
have felt that the presence of banks in 





R. CLARKE is president of 
1 the W. A. Clarke Mortgage 
Co. of Philadelphia and a mem- 
ber of MBA’s board of gov- 
ernors. He recently spoke at 
the Construction Conference in 
Washington, D. C., sponsored 
by the Chamber of Commerce 
of the United States. As he ex- 
plains here, his principal con- 
cern at the moment about the 
supply of mortgage money is 
the future position of the fed- 
eral government. Mr. Clarke 
believes that FHA’s cut from 
5% to 4% Q% was a mistake and 
that a further reduction in mort- 
gage rates would constitute a 
distinctly unfavorable develop- 
ment, 





the mortgage field would be of short 
duration and that they would withdraw 
as soon as a pickup in business activity 
increased the demand for bank credit. 
When war broke out in Europe many 
mortgage investors felt that this time 


entrance of this country into the war, 
there will continue to be ample funds 
seeking mortgage investments at low 
rates of interest. 

Excess bank reserves as of October 
31st were slightly more than $5,500, 
000,000. The monetary gold holdings 
of the Treasury exceeded $17,000,000, 
000. It has been supposed that in- 
creased industrial activity would care 
for these great reserves to a large ex- 
tent. This, however, has not been the 
case. The Federal R index of 
industrial production for September was 
110, as compared with 103 in August. 
October has exceeded September. In 
dvstrial production is now the highest 
Fourth quarter indus 
trial production will be the highest 
since 1929. 

In the face of all this industrial ac 
tivity, loans of reporting banks for com- 
mercial, industrial, and agricultural pur 
poses for the three months, August, 
September, and October, increased only 
$400,000,000, a good portion of which 
represents term loans rather than com- 
mercial borrowing. From these facts 
it is evident that no appreciable reduc 
tion has taken place in the supply of 
funds needing investment by banks. It 
seems quite evident that, barring the 
entrance of this country into the war, 
this condition will continue to exist. 


since 1936-37. 
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The events that have occurred since 
the outbreak of the war I believe prove 
the case. The 
Europ. 


ing by 


) 


utbreak of the war i 
sused a period of panicky sell 
any holders of bonds The 
period of selling was, however, of short 
duration as bondholders began to think 
of the basic money conditions [ have 
outlined. There has been a sharp re 
covery in bond prices since the Sep 
tember break. 

On October 31st, Moody's reported 
AAA bond average yield was 3.07 per 


cent and the long term governments 
average yield 2.49 percent 
(Readers should note that some of the 


ures quoted represent prices and yields 
that do not take into effect the recent 
ccovery in bond prices Editor.) 
There is only one concern I have 
ibout the future supply of mortgage 
the position a Federal Got 


money, 1¢ s 

ernment committed to an edsy money 
, , , 

policy may tdrRe ti ward furthe? reduc 


tions in interest rates 
The FHA today very largely dictates 
the going interest rate on mortgage 


loans A further reduction by the 


FHA in the rates of interest on mort 
yages it insures would drive many in 
vestors out of the mortgage market 
Rates of interest on mortgage loans at 


the present time are running ibout 


4’. percent The New York Mort 


yage Conterence shows that the aver 


ige rate on all recorded New York City 
mortgages of $10,000 or more fot Sep 


tember was 4.57 percent, as c mpared 
with 4.65 percent for September 1938 
On August 1, 1939 the FHA reduced 
the rate on housing loans insured un 
der Section 203 to 4.5 per cent 


Mortgages Aren't Risk Free 


An insurance company buying a 4! 
percent FHA insured mortgage is r 
quired to pay its correspondent wh 


produced the business an annual fee of 


from Yy of | percent to % of 1 percent 
for servicing the mortgagor This fet 
covers the correspondent’s cost for mak 
ing monthly collections from the bo 
rower, looking after the payment of 


real estate taxes, etc. In addition to the 


rees paid WS COTrespe ndent, the INnsul 


ance company’s home office detail re 
quired to look after a monthly payment 
mortgage is costly. This cost has been 
variously estimated at from ¥% to Yy 
of 1 percent. The net yield to the in 
surance company 1s, therefore, on the 


average not much in excess of 3.5 per 
cent. When one considers that a mort 
gage is not quite as free of risk as an 


AAA bond and certainly does not have 


the same degree of liquidity, all can 
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ugree that about 2 of 1 percent is 
hardly a sufficient spread in interest 
turn between AAA bonds and mort 
rage investments 

The same situation exists with sav 
ings and loan associations To get 
funds tor mortga investments they 
ust compete with savings banks. T 
overhead and care for 


reat 
1 


s and loan association 
requires a spread of from |! 2 to 2 per 
ent between the rate collected from 


the borrower and that paid the in 


vestors in the association A savings 
ind loan association cannot attract in 
vestors with an interest rate of less 


than 3.5 per cent They, therefore, 

ist charge the mortgagor from 5 t 
VY percent. If these rates cannot hold, 
the supply of savings and loan associa 


tion funds seeking investment will be 


reduced 


FHA Cut a Mistake 
lt is my opinion that the FHA mack 
’ 


1 mistake when they reduced their rates 
f interest from 3 percent to 4Y) per 
cent on August Ist. This reduction in 
interest rate reduced the monthly pay 
ments of an average borrower (this 
iverage 1s $4500) $1.16 per month 
This $1.16 per month reduction in car 
rying charges to tl 
[ believe did not have any effect on 
the number of people willing to build 
buy a new home. A plentiful sup 
ply of money seeking mortgage invest 
ments is of greater importance. My 


we average borr wer 


That any further reduction by the 
FHA in the interest rate on mort 
sages would be unwise 
That the Europea 1 war 
that we keep out of it, will have 
little, if any, effect on the supply of 


j ] 
funds available for mortgage invest 


assuming 


ment 
3. That ample money will be available 
for mortgages and that builders may 
expanding business 


OOR forward to 


60 YEARS OLD IN 1940 


Another MBA anniversary is that ot 
the David C. Bell Investment Co. of 
Minneapolis. Next year it will celebrate 
its 60th anniversary, having been estab 
lished in 1880. Paul E. von Kuster is 
president and Laurence A. Eggleston is 
vice president and treasurer. C. Elmer 
Keefe is secretary. Mr. von Kuster was 
president of the Minneapolis Mortgag« 
Bankers Association in 1935 and was 
chairman of insurance company corre 
spondents group meeting at the Mem 
phis Convention the following year 





VERY BRIEFLY 





Will FHA take all appraisal activi 
ties out of the hands of the Underwrit 
ing Department and place them in 


charge of FHA state directors? 


There has been a vague rumor to 
that effect. What would be the result 
of such a move? How would the ap 
proved mortgagees like it-—and how 
would institutional lenders? 


The question is being asked here 
We do not have the answer 


FHA modernization and repair loans 
insured by FHA in November reached 
$24,500,000 higher than in any 
month since November, 1938 Said 
Administrator McDonald 


“It is interesting to note that this 
year, under the new program which 
calls for the payment of an insurance 
premium by the lending institution on 
each loan insured, the FHA received 


more modernization loan business than 
during any month in 1938 when the 


premium charge was not in effect 


Some “blurbs” from government 


agencies: 


Every tenth urban home mortgage in 
the United States was refinanced by the 
Home Owners’ Loan Corporation be 
tween 1933 and 1936. 


The HOLC collects more than $1, 
00,000 every working day from its 
borrowers and purchasers of homes. 

Charges of $32 a month today will 
carry the same home loan that a few 
years ago cost $60. 


More than 38,000 home owners—in 
financial distress a few years ago when 
the HOLC went to their rescue—today 
have paid off their loans in full. 
although they had an average of 11 
years to pay off their indebtedness. 


The HOLC spends nearly $100,00( 
every working day on repairing and im 
proving properties it owns. 


Residential mortgage recordings by 
savings and loan associations so far dur 
ing 1939 exceed those reported by any 
other type of lender, according to the 


Federal Home Loan Bank Board. 
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What MBA Members Think About 


Interest Rates and Building Costs 


Interest Rates Will Be Higher Next 
Year Seems to Be the View; Building 
Costs Up and Going Higher in 1940 


HE war in Europe is only about 
four months old but already has 
gone through several distinct pe 
riods as far as this country is con 
cerned 

One of the first effects felt in the 
United States after the outbreak of hos 
tilitics was in the money markets. The 
long decline in money rates was thought 
to be at an end. 

But today most observers aren't so 
suri Investment bankers felt the 
changed conditions quicker than com 
mercial bankers and commercial bank 
ers felt them much quicker than mort 
sage bankers. !n fact, it is still doubt 
ful just how much change war. has 
meant in the field of mortgage money 

By late September many people were 
certain that the high grade bond re 
funding issues, which had constituted 
th ajor part of investment banking 
nderwritings for several years, were 
it an end 

This view, perfectly sound and log 
ical at the time, has been proved wrong 
Refunding issues have begun to re 
ippear. Conditions in the money mar 
kets have not changed as it seemed 
they might three months ago. 

As to the mortgage field, it is a dif 
ferent story he headquarters office 
of the Mortgage Bankers Association of 
America sent queries to our members 
asking their opinions on this and many 
other questions. 

Replies came from our embers in 
ibout 70 cities in 31 states. (Replies 
from only 64, however, are represented 
in our tabulation.) 

Now what do our members believe 
ibout interest rates, building costs, new 
construction, deficiency judgments, sin 
gle-purpose loans and other factors? 

This article is a report on the first 
two. Other reports will follow in early 
issues, 

More than three-fourths of the mem 
bers Say there Was no rise 1n mortgage 
interest rates this Fall. 


Nearly one-half of them, however, 
do expect a rise in 1940. 





HIS is the first report on the 

survey which we recently 
conducted among members of 
the Mortgage Bankers Associa- 
tion of America. Obviously it 
is im posstble to give here all 
the data collected. However, if 
any member would like more 
com plete information on any 
particular city, state or section 
we will be glad to make a spe- 
cial compilation for his use, 
provided of course that the re- 
plies necessary to make that 
compilation were sufficient in 
number to make a representa- 
tive showing. Future articles 
will deal with other subjects 
covered by the study. 





In 64 cities in 31 states, 83.7 percent 
of the replying MBA members say 
there has been no gain in mortgage 
rates so far while 14.7 percent report 
increases since September Ist. Nearly 
two per cent expressed no opinion. 
Mortgage rates have gained principally 
in the South and Middle West and have 
held steadiest in the Far West and 
Moxntain states. By sections the opin- 
ions were: 


2.8 
MBA Members is es So Se 
33 Mid West Cities 79% 18.4% 2.6% 
13 Eastern Cities . 95 5. 
10 Southern Cities 80 20. 


8 Far West-Mt. Cities 100 

Higher mortgage interest rates are 
expected in 1940. In these 64 cities, 
47.3 percent of the members said high 
er mortgage rates can be expected next 
year. Only 6.2 percent expect lowe 


rates, while 46.4 percent declared they 
were “in doubt now as to the future 
trend.” By sections the opinions were: 





ts 
es 8 

pol —e @ 

38 o2 tS 

UBA Members in “3 Ts AB 

33 Mid West Cities 9% 5.2% 40.9% 
13 Eastern Cities %. 50. 
10 Southern Cities 10. 55. 
8 Far West-Mt. Cities 38 he 61.5 


According to President Byron T. 
Shutz, the study shows that higher 
rates can most be expected in Middle 
Western states where members also 
indicated gains had already taken place. 
Increased rates are least to be expected 
in the Far West and Mountain states 
where no member indicated a gain so 
far. 


“Inasmuch as the survey reflects the 
opinion of mortgage bankers over a 
wide area and was made well after the 
first excitement about rising money 
rates in September, it seems that there 
are good reasons to expect higher mort- 
gage rates next year,” Mr. Shutz said 
in a statement released to the press. 
“Nearly half of the members are in 
doubt, but only slightly more than 6 
percent expect lower rates. This seems 
to indicate that the long decline in 
mortgage rates may be at an end. 
Nearly half of the members definitely 
anticipate higher rates next year. Some- 
what higher rates would be beneficial to 
all concerned. The abnormally low 
rates tend to shut off the supply of 
funds.” 


Building costs in the United States 
have already risen appreciably as a re- 
sult of the war abroad and a further 
increase next year can be expected, the 
study also revealed. 


It showed that 80.6 percent of the 
members reporting from these 64 cities 
say that building costs have risen since 
September Ist. No change in costs is 
reported by 17.8 percent of the mem- 
bers while 1.6 percent expressed no 
opinion. 


Gains are most pronounced in East- 
ern and Southern states followed by the 


(Continued on page 5, column 3) 
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A Trust Man 


Looks at Mortgages 


Carefully Made Mortgages Are Good for 
Trust Fund Investment “But Don’t Permit 


Them to Become Permanent Investments” 


NHE main road of the simple mort 
T yage is broken and bi-sected with 
many new ideas-—participations, 
pools, guaranteed mortgages, etc. When 
the sickness which attacked the mort 
wwe structure is analyzed it becomes 
ipparent that the troubles li larg ‘ly 
in the side-roads—those new ideas so 


prone to develop in a period t rapid 


expansion 

The so-called guaranteed mortgage 
seemed to offer additional security. It 
tended to induce many to lean too heavy 
ily on the guaranty and to undervalue 


The loan which can 


stand squarely on its own merits needs 


the basic security 


no guaranty 


Perhaps there may be merit in a guat 
anty for loss sustained through fore 
closure and re-sak f the property 
rather than a lump payment. This 


philosophy has been idopted by the 
government through FHA loans. This 
is more a form of indemnity § against 
loss than a guaranty 

Pools” have been subject to abuses 
in the pyramiding of unsalable portions 
of individual mortgages. This has been 
true where participations have been is 
sued against “pools of mortgages” and 
where the investments in the pool are 
individed portions of a mortgage debt 
with an assignment of an undivided in 
terest in the mortgage itself. Trust men 
ire familiar with such accounting 
phrases as “Susp nse Account,” “Mis 


1 ” 
celaneous, etc It Is tox easy t 


use 
these kind of accounts as a “dumping” 
yround. I have somewhat the same feat 
of pools, even though they provide 
proper investments for trust funds 
Much criticism has also been leveled 
against the so-called “split” m« 
Where this expression means literally 
f 


an assignment an undivided interest 


in a mortgage the criticism is deserved 
However, there is some merit in the 
split note issue secured by a mortgage is 
sued in the name of a trustee. This latte: 
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By C. E. KARN 


method is not uncommon and the notes 
ire not fundamentally dissimilar to 





URING periods like the 

present with conditions 
highly competitive, what one 
class of mortgage lenders thinks 
is news for other classes. These 
remarks will be of greatest inter- 
est to our bank and trust com- 
pany members but there is some 
food for thought for other mem- 
bers as well. Mr. Karn is vice 
president of The Central Wis- 
consin Trust Company of Madi- 
son and was a speaker at the re- 
cent Mid-Continent Trust Con- 
ference. 





bonds. Where used with a special mort 
gage form, vesting the trustee with wider 
powers and where more definitely pro 
viding the duties of the trustee and the 
remedies to be used in the event of de 
fault, it retains the advantages of the 
simple mortgage and permits participa 
tion of smaller trusts in better mortgage 
security. For example, a trust holding a 
$ 1000 portion of a $3000 loan upon a 
well located dwelling worth $10,000 in 
ost instances would have a safer in 
vestment than by holding a $1000 loan 
upon a $2000 home which probably 
would be an older or outlying property 
Aggressive action by the trustee under 
1 mortgage of this type is as essential as 
under a bond issue. Where the size 
of the trust and the funds available for 
investment permit, the use of entire 
mortgages naturally is more desirable. 


It has been my experience over a pe 
riod of a quarter of a century that 
mortgages on owner-occupied dwellings 
have made an excellent showing. This 
is particularly true with loans of not 


over 50 percent of value on new, well 
located properties. Careful inspection 
must be made of the building construc 
tion. Loans on poorly built houses 
should be avoided. Periodical re-in 
spections should be made both as to the 
physical condition of the property itself 
and the trend of the district in which 
the property is located. Property should 
be kept in good repair. 

The period since 1929 has empha 
sized many points in connection with 
mortgage loans which the failure to ob 
serve directly caused many of our 
troubles. 

What should be the percentage of 
loan to value? Here you get on dan 
gerous ground. Some states permit 
loans in excess of 50 percent of value 
When loaning trust funds keep the 
loans under 50 percent of value and 
there will be a reasonable margin of 
safety. 

All appraisals should be made by 
competent appraisers. Laws of various 
states may differ as to the necessity of 
outside appraisers. The trustee was se 
lected because the trustor had conf 
dence in the institution. The mere ar 
gument that an outside appraisal may 
be better protection for the trustee in 
the event of criticism is not in itself 
entirely sound. The question of ap 
praisals is too broad to fully develop 
here except to emphasize certain points. 
Appraisal shou'd be based upon present 
values and not the hopes of the future. 
Where income is capitalized it should 
be a fair income and not a speculative 
one. Leases are also important. The 
unexpired term of the lease, the re 
sponsibility of the tenant, the amortiza 
ten of the loan which the lease affords, 
all have a distinct bearing on the loan 


An appraisal must not assume that a 
loan will be renewed. The valuation 
should be one which, at the maturity 
of the loan, after application of re 
tirements, would leave a loan ratio, based 
of course upon present judgment, not in 
excess of ratio at the time the loan was 
made. 


One purpose building loans show a 
bad experience. They can hardly be 
ruled out completely but the element of 
hazard which they present should be 


carefully considered. 
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The moral obligation of the maker of 
a mortgage note is a general credit 
factor and is never applied in the de 
termination of a trust investment. But 
we must admit that, whatever it was 
worth, it waned considerably after 
1930. The good credit risk who applies 
for, and is granted, a loan today may sell 
the property to a poor credit risk next 
month. In many states it is no longer 
possible to sue on the note without first 
exhausting the mortgage security through 
foreclosure. Wéith the increased reluc 
tance to grant deficiency judgments, the 
name on the note has lost much of its 
value. The moratorium statutes enacted 
by many states, together with the diff 
culty of securing deficiency judgments. 
again point to the importance of look 
ing to the security for ultimate repay 


ment 


a 
& 


One Lesson Well Learned 


One lesson we have learned in the 
past decade is the importance of regular 
periodic reductions of the debt. These 
payments have their disadvantages in 
trust accounts because of additional 
bookkeeping and less net income to the 
trust through more uninvested funds 
Yet the lack of regular payments has 
been one of the principal causes of trou 
ble. Income properties should have suf 
ficient excess income to amortize with 
reasonable rapidity. 

Legal opinions of title are essential 
and the use of title insurance has been 
growing in some communities. Many 
of the life insurance companies are using 
standardized formal forms for title opin 
ions. They have much to commend 
them. In some states it is important to 
check special assessment taxes, federal 
court judgments, zoning ordinances and 
compliance with the building codes. | 
recently heard of a loan on a store build 
ing in a satellite business district where 
it subsequently developed the zoning or 
dinances restricted the lot to residential 
building. The necessity of converting 
the property into dwelling units brought 
about an ultimate loss to the mortgagee 

I believe that in any given community 
interest rates cannot remain static or be 
the same for all classes of loans. Why 
isn’t the 20 percent loan entitled to a 
lower rate than the 50 percent loan? 
Isn*t most of our buying in other fields 
priced upon quality? 

Where loans are made upon prop 
erties where the personal property is 
essential to income production, such as 
furnished apartments, the mortgage al 
ways should be on the entirety. It 


should include the appurtenances as well 
as the realty. If foreclosure results and 
the equipment not covered by the mort 
gage is removed, an immediate problem 
confronts the trustee in the matter of 
rehabilitation of income 

This same thought can also apply t 
farm loans. Consider the experience of 
carrying unpaid interest while the 
mortgagor made payments upon a chat 
tel mortgage. It seems hardly fair that 
the land held under the mortgage should 
be used to pay off the chattel debt when 
interest is not being paid upon the mort 
gage. Yet the owner faces the problem 
of loss of his equipment in a much 
shorter time than the loss of his land and 
he naturally takes what seems to him 
the safest course 





HATEVER the borrower's 

moral obligation in mort- 
gage lending was worth in the 
past, it has waned considerably 
in importance since 1930, the 
author believes. “With the in- 
creased reluctance to grant de- 
ficiency judgmenis, the name on 
the (mortgage) note has lost 
much of its value . . . Looking 
to the security for ultimate re- 
payment” is again in the ascend- 
ancy of im portance, he Says. 





The last few years have brought more 
than the usual number of court decisions 
affecting mortgages and trustee's rela 
tions to them. Trustees should remem 
ber that the courts have always possessed 
an equity jurisdiction and it is in times 
of financial stress that the relief swings 
in favor of the mortgagor and that mo- 
ratorium statutes are enacted. It would 
of course be fine if these added burdens, 
during periods of increased problems, did 
not materialize and if costs of foreclosure 
could actually be reduced. But with 
loans carefully and conservatively made, 
these problems become purely academic 

Government loaning agencies have 
had a definite effect upon the mortgage 
field and will continue to be an impor 
tant factor for some years to come. 

The use of mortgages in trusts often 
permits of somewhat larger income and, 
where properly amortized, does not pre- 
sent the market risk involved in long 
term bonds at low coupon rates. I be- 
lieve that mortgage loans, carefully made, 
are dependable investments for trust 
funds. But let me caution again: Do 
not permit them to become permanent 
investments! 


MBA SURVEY 
(Continued from page 3) 
Middle West and least pronounced in 
the Far West and Mountain states. By 


sections, the opinions were 





MBA Members m 


33 Mid West Cities 15.9% 81.5% 2.6% 
13 Eastern Cities 15 85 

10 Southern Cities 15 85 

8 Far West-Mt. Cities 38.4 61.6 


Nearly two-thirds of the reporting 
members anticipate even higher build 
ing costs next year. In these 64 cities, 
65.1 percent of the members say costs 
will be increased, 4.6 percent take the 
opposite view, and 30.3 percent are 
doubtful as to the future trend. 

The most pronounced opinion for fur 
ther rises in construction costs was 
found in the Far West and Mountain 
states where apparently there has been 
the smallest rise so far. The least pro 
nounced was noted in the Middle West 
and South. By sections, the opinions 





were: 

~ > Sx 
WBA Members m es — ei 
33 Mid West Cities 61.8% 3.9% 34.3% 
13 Eastern Cities 70 5 25 
10 Southern Cities 60 5 35 
8 Far West-Mt. Cities 84.6 7.7 7.7 


“Prospects of higher costs ought not 
frighten prospective builders, however,” 
said President Shutz in a press state- 
ment. “There will probably be no 
sharp sudden advances but slow in 
creases generally. 

“The indications for higher costs, 
which are too unmistakable to be ig 
nored, ought to act as an incentive for 
many to begin building now while they 
still have the advantages of today’s 
prices, particularly the extremely low 
charges for financing.” 


OKLAHOMA MBA MEETS 
Prof. Harold W. Guest of Baker Uni 


versity in Baldwin, Kansas was the prin- 
cipal guest speaker at the December 8th 
meeting of the Oklahoma Mortgage 
Association in Tulsa. His address 
was “Interpreting the Business News.” 
Raymond McLain, Jr. says that plans 
are well underway for the group’s an 
ual convention in Oklahoma City Janu 
ary 12. 
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- Grociation ACTMIMES 





% NEWS OF WHAT’S HAPPENING | 
AMONG MBA MEMBERS AND | 
OUR LOCAL ASSOCIATIONS | 





JOHN C. THOMPSON ELECTED FIRST HEAD N. J. MBA 


John ¢ Thompson president of th 
New Jersey Realty and New Jersey 


Realty Title Insurance companies, has 


been elected first president of the newly 
ryvanized Mortgage Bankers Associa 


tion of Northern New Jersey Prelimi 
nary plans for this new MBA local wet 
told in the last issue of THE MoRTGAGI 
BANKER 

George B. Underwood, president ot 
od-Franke Mortgage Cor 
pany and vice president of the Irving 
nm Trust Company and Cowles An 


lru ssistant cashier of the Passax 
National Bank and Trust Company 
\ elected vice presidents 

Robert A Hetherington issistant 
treasure! i the New Jers \ M rivgaus 
ind Title Company was elected secre 
tary-treasurer! 

Trustees elected for the ensuing yea 


were Howard Biddulph, vice president 
1 Howard Savings Institution, John F 
Mylod, president of Mortgage Corps 
ration of New Jersey, and Milford A 
Vieser, vice president of Franklin Mort 


we and Title Guaranty Company 


Only MBA Members Eligible 


The organization has already subn 
ted its application for membership i 
MBA Those eligiblk rol membership 
ire limited to tirms having home ofhces 

A teature of 
the Constitution adopted by this Ass 
iation i section providing that only 

mbers of the Mortgage Bankers As 
ion of America are eligible tor 
This same provision als 
we Bank 


n northern New Jersey 


nembership 
ippli to the Balti re Morty 
rs Association just organized 

Mr. Thompson stated that the funda 
mental objectives of the local chapter 


will be “to further the progress made 
in the past in establishing confidence in 
rtvage investing in northern New 


Jersey, to secure uniformity otf practices 


in the mortgage business, to acquire and 
disseminate accurate and reliable in 
formation regarding trends and values 
of real estate as they are related to 
mortgage loaning and, in general, to 
promot ind extend the elfare of both 
mortgage borrowers and lenders, and 
perform a service which will command 
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confidence and result in a general good 
to all those interested in mortgages.” 


HEADS NEW LOCAL MBA 





John C. Thompson 


He further stated that it is the desire 
of the local chapter to coordinate its 
activities with the Title Association of 
New Jersey, The Mortgage Conference 
of New Jersey, The New Jersey Asso 
ciation of Real Estate Boards, The Bar 
Associations, and New Jersey Bankers 
Association 

The local association’s mortgage ac 
tivities will embrace FHA loans as well 
is the conventional types of mortgages. 

Plans are now being made by the 
local association to extend its member 
ship throughout all of the northern 
counties of New Jersey 


CAMPBELL TALKS ON REAL 
ESTATE 

Claude A. Campbell, president of the 
Midland Mortgage Company and a 
member of MBA’s board of governors, 
recently spoke before the real estate 
class of the University of Toledo. This 
course is sponsored by the University 
ind the Toledo Board of Realtors 





LOVE NEW HEAD 
OF ST. LOUIS MBA 


S. Sproule Love, partner in the E. K. 
Love Realty Company, has been elected 
president of the Mortgage Bankers As 
sociation of St. Louis, succeeding Mar 
tin L. Rust. J. Gregory Driscoll, man 
ager of the mortgage loan department 
of the General American Life Insurance 
Company, has been named vice presi 
dent and George Stolz, real estate officer 
in the Boatmen’s National Bank, has 
been re-elected treasurer. Joseph H. 
Schenk of Williams, McRee & Co., has 
been re elected secretary. 

M. T. MacCarthy. with the St. Louis 
FHA office, and W. I. Christopher, 
president of W. I. Christopher & Co., 
have been named to the advisory board. 
E. Paul Smith of the St. Lovis Federal 
Savints and Loan Association and Vic 
tor Hallauer, of Shaw & Francis, have 
been elected to the board of governors 

The governors met on December Sth 
to se'ect the slate and the regular 
meeting was held last night (December 
14th) when the new officers were 
elected. 

Lawrence E. Mahan, member of 
MBA’s board of governors, announced 
the new slate. Harry Coopland, Hotel 
Roosevelt manager, was toastmaster 
Vaudeville acts and a drawing for at 
tendance prize followed the dinner 

Joseph Schenk reports that the St. 
Louis MBA has just organized a special 
group comprising representatives of life 
insurance companies. Several meetings 
have been held and some constructive 
work has been done, particularly in set 
ting time limits during which minimum 
commissions to finance existing build 
ings are charged. 

We suggest that every local associa 
tion secretary write Joseph Schenk about 
it for further information 


The Federal Home Loan Bank Board 
says five times as much is expended for 
carpenters’ wages in building a six-rcom 
frare house as for the next type of 
worker, plumbers 
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Is This a New Trend? 


At the MBA executive committee 
neeting in Chicago a few days ago, sev 
eral of the members were discussing 


the probable trend of interest rates and 
investments. It was suggested that 


nortgage rates, at least, seemed to be 
headed for somewhat higher ground. 
Cited was the recent MBA survey 
showing that nearly half of the mem 
bers replying to our recent question 
naire expect higher rates while only 
iround 6 percent think lower rates are 
ahead. (See article on the subject in 
this issue.) 


One member said he thought that 
even lower rates might possibly de 
velop and explained that there are 
some in high official positions today 
who may conceivably wish to see lower 
mortgage rates. 

Into that discussion was injected a 
comment which we imagine would 
make a tremendous impression on the 
public if it were given wide publicity 


The story was told that when auto 
mobile trailers first became popular sev 
eral years ago many large corporations 
began to speculate on their ultimate 
future. Everyone recalls that, at the 
time, many manufacturers, who had in 
the past been engaged primarily in 
making automobile parts and heavy ma 
chinery, immediately established trailer 
departments. Trailer manufacturing 
was destined to become an important 
part of the industrial machine, they felt 
sure, 


One large American organization 
one of the largest in the werld—was 
among those who wondered about trail 
ers. Its research experts were set to 
work. They studied the possibilities. 


They analyzed the public's taste as best 
they could. They sought to determine 
what the public would want in the 
future 

They came up with the conclusion 
that trailers may very well prove a pass 
ing fad. 

This organization made no plans to 
enter the trailer field—and is happy to 
day that it did not. The reason is 
plain. 

Now this same organization, it is 
said, also set out recently to find out 
if people are going to continue to live 
in out-of-the-way housing develop 
ments, some of which the government 
has sponsored. Would people in large 
cities want to live permanently in these 
suburban developments just because to 
day they seem attractive when com 
pared to what is available in the cities 

The answer seems to be no 

At least that is what this organiza 
iton found 

They may seem attractive now. We 
may think it signifies a new trend in 
residential housing—and it may. 

But one organization—one of the 
largest in the world—isn’t banking on 
It. 

And this 
more so than any other in this country, 
has got to know! 


organization, probably 


One Year Old 

This is the 24th issue of THE Mort 
GAGE BANKER. It is our first birthday 
The next issue begins Volume II. 

When we first began publication it 
was our original idea that THE Mort 
GAGE BANKER would serve as an open 
forum for the expression of the views 
of our members. 

That is still our idea 

And if that suggests that you may 
have something to say on the mortgage 
business that you would like to say, 
let’s hear about it. 

We want more articles in 1940 from 
our own members. Your officers feel 
that in the Mortgage Bankers Associa 
tion of America are represented the 
most successful and experienced mort 
gage men in the country. 

Naturally who would be more quali 
fied to write on mortgage affairs than 
they? 

And let us repeat here that we're 
not looking for literary masterpieces. 
We aren't particularly concerned with 
the professional character of the work. 
What we want are articles that will 


interest mortgage men. We want pri 
marily the thoughts, the ideas, the 
views. 

So let this serve as an urgent appeal 
to every member to make a contribu 
tion to this publication. Only in that 
way can it be made of more value to 
the membership as a whole 


Highways or Homes? 


If one scheme that is being kicked 
around and toyed with in Washington 
comes to realization, you can expect 
heavier taxation of homes and farms 
not less. It has to do with spending 
35 to 40 billion dollars in the next 20 
years for vast superhighways. Ameri 
can Builder thinks it would increase 
property taxes greatly—as if they aren't 
enough now. 

There would be 28,000 miles of these 
highways to connect the business dis 
tricts of large cities. American Builder 
SaVvs 

That's a lot of money —almost equal 
to the present record-breaking national 
debt. 

“The country’s people are paying 
much more taxes than ever before; but 
their national government, and most of 
their other governments, are still going 
deeper into debt. 

“Where, then, does Mr. MacDonald 
(of the Bureau of Roads) propose to 
get the 40 billion, plus interest on it and 
the wherewithal to maintain such an 
expensive additional highway system? 
Not from highway users. He says mo 
torists would not—-in fact, could not 
pay it in tolls or increase of present 
vehicle and gasoline taxes. He would 
get a large part of it, he says, by con 
demning real estate along the proposed 
superhighways, and, after they were 
huilt, selling the same real estate—per 
haps to the former owners—at a profit 
to the government. The rest he would 
yet by increased property taxes—main 
ly on real estate—and increased income 
taxes on individuals and business 

“Residential construction and other 
forms of building are increasing, but 
are still far below their pre-depression 
level. One of their principal obstacles 
is excessive taxation of real estate, espe 
cially farms and homes. Why should 
not practically all highway costs be paid 
by the people that use the highways? 
Why should so much of the present 
highway taxes, and a much larger part 
of proposed superhighway expenditures, 
be loaded on real estate—by the so 
called ‘excess condemnation’ of real es 
tate and in other ways.” 
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FHA Mortgagees Gain 


FHA now has 12,369 approved mort 


ivees of which 8.372 are national and 


state banks, 3,007 are savings 
issociations, oYO al insuran 
nies and al mortgag 
ind others. These are 
first nine months when 
were added 

M1 McDonald 
that 
d-tashi 


¥ practices with second mo 


In a few areas 


high interest rates may stil 

what in vogue, but general 

JIVINY Way everyvyw here t I und 
ind nlightened principles ot the FHA 
prot in Most ich NOW Hil 
the unsoundness ; old practices 
and are adopting the principles advo 
cated by the FHA in the inter 

their own safety.” 

Mr. Clarke in the leading article in 
this issue, says that FHA very largely 
dictates the going rate for mortgags 
loans. Mr. McDonald agrees, a 
that 

In my opinion, one of the outstand 
ing achievements of the FHA has been 
the establishment of a uniform maxi 

interest rate tor home fin incing 
ghout the entire nation. 


id Says 


The Average Mortgage 


ABA is making a series of surveys 
ver the country One thing it ap 

rently wants to prove is that banks 
want to loan money—and are. So far 
the results prove that very emphatically 
In New York State 75 per cent of the 
746 banks answered the questionnaire 
(about the same proportional response 
we get in MBA surveys) 

These banks said that they mad 
4.884 mortgages in the first six months 
this year, totaling nearly $29,000,000 
The average mortgage per bank was 12 
ind the average mortgage 
896. Other states have been surveyed, 
age mort 


e was tor $5, 


the study shows that the aver 
yvage loan was as follows 

New Hampshire $2,421 
Maine 152 
Vermont ,602 
Massachusetts 611 
Rhode Island 6,472 
Kansas 1,795 
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Savings Still Climb 


Savings of the American people in 
reased more than two billion dollars 
last year. The Federal Home Loan 
Bank Board reports — long-term sav 
ings reached an all time high in 1938, 


sada 31 billion, 698 ‘olen dollars, 
an increase of 2 billion, 183 million 
dollars over 1937 

But gains from 1934 to 1938 are 
nore than off-set by depression losses 
Average savings account in national 
banks was $421 and $300 was the aver 
ige cash value of life insurance policies 


Cash value of average savings and loan 


unt was $78 


The Tax Burden 


How the heavy burden of real estate 
taxation can be partially lifted continues 
to be a favorite theme of the NAREB, 
ind some pretty effective blows are be 
ing struck. The chairman of its real 
state tax committee, Myers Y. Cooper, 

clared recently that 

‘We are having a population increase 
annually of nine hundred thousand peo 
ple. Housing calls for attack on a very 
wide front. It fell behind 200,000 units 
pe I yeal dur Ing the depressic mn years 
When building enterprise moves for 
ward on an even keel, neither a depres 
sion nor a recession can exist for long 
We start today with 14 million families 
living in houses of their own and 
nillion families possessing the farms on 
which they live. A nation of home 
owners will do more to keep America 
yoing American than all other influ 
ences combined.” 

But, he warned, tax burdens have 
an inescapable effect on the economic 
Government, no more than a 
business organization, can perpetually 
capitalize debt service to its advantage 
A bean sslike look at the tax situation 

rr real estate is needed if we are not 
to narrow the opportunity for home 
ownership and for work and wages in 
a wide group of industries. 

Adjustment of the tax situation for 
real estate, he said, would not only re 
move a deterrent to housing and to 
other new building but would as well 
stabilize school and local government 
financing by putting important large 
costs, such as that for education, on a 


system 


base wider than the outworn general 
property tax. 

“The single-family dwelling has re 
covered from its depression losses. Real 
estate stood pat in the recession period 
just past, without a decline, and today 
is decidedly on the upgrade.” 


The Straus View 

More and more discussion is taking 
place in the press and at conventions 
around the thought that the private 
building being done today is for the top 
third of our population. Nathan Straus 
ot the USHA recently told M. S. Ru 
keyser of the Hearst papers that his 
agency seeks to build for the lower 
third of our population for whom pri 
vate capital does not find it profitable 
to build. This is the “economic no 
man’s land,” to use his words. 

Mr. Straus said that in the future the 
USHA will emphasize developments in 
small towns and is considering extend 
ing its activities to one-family houses 
in poor agricultural sections. 

Such a development, in our opinion, 
hardly seems in keeping with the spirit 
of this law. 

And further, Mr. Straus wants lower 
and lower financing costs. Here is his 
View: 

“If it were feasible to cut the direct 
labor cost of a project by half it would 
reduce rent or carrying charges by less 
than 10 percent. Moreover, a 50 per 
cent cut in the cost of materials would 
reduce the rent or carrying charge in 

housing project by less than 15 per 
cent. But if you could cut the financial 
charges for interest and amortization 
by 30 percent, you would reduce rent 
or carrying charges by at least 33 1-3 
percent. 

“Four out of five of the new build 
ings put up last year were built to rent 
or sell so that effective rent, including 
maintenance, would be over $40. On 
the other hand, four out of five families 
in the United States pay in effective 
rent less than $40 a month.” 

In other words, Mr. Straus would cut 
financing costs so low that there would 
not be the slightest incentive for pri 
vate capital to participate in the field. 
The government would supply all the 
capital. 








